REPORT OF THE AUDITOR-GENERAL TO THE FREE STATE LEGISLATURE AND THE 
COUNCIL ON THE FINANCIAL STATEMENTS AND PERFORMANCE INFORMATION OF THE 
KOPANONG LOCAL MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2009 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Kopanong Local 
Municipality which comprise the statement of financial position as at 30 June 2009, the 
statement of financial performance, the statement of changes in net assets and the cash flow 
statement for the year then ended, and a summary of significant accounting policies and other 
explanatory notes as set out on pages [xx] to [xx]. 

The accounting officer's responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the Statements of Generally Recognised Accounting 
Practice (Statements of GRAP) and in the manner required by the Local Government: 
Municipal Finance Management Act. 2003 (Act No. 56 of 2003) (MFMA) and for such internal 
control as the accounting officer determines is necessary to enable the preparation of 
financial statements that are free from material misstatement, whether due to fraud or error. 

The Auditor-General’s responsibility 

3. As required by section 1 88 of the Constitution of the Republic of South Africa, 1 996 read with 
section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) and section 126(3) of the 
MFMA, my responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with the International Standards on Auditing and General 
Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 2008. Because of the 
matters described in the Basis for disclaimer of opinion paragraphs, however, I was not able to 
obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 

4. Paragraph 1 1 et seq. of the Statement of Generally Recognised Accounting Practice, GRAP 1 
Presentation of Financial Statements requires that financial reporting by entities shall provide 
information on whether resources were obtained and used in accordance with the legally 
adopted budget. As the budget reporting standard is not effective for this financial year, I have 
determined that my audit of any disclosures made by the Kopanong Local Municipality in this 
respect will be limited to reporting on non-compliance with this disclosure requirement. 

Basis for disclaimer of opinion 

Property, plant and equipment 

5. For reasons as detailed below, I was unable to obtain sufficient appropriate audit evidence as 
to the existence, completeness, classification and valuation of and rights to property, plant and 
equipment with a carrying value of R223 966 560 (2008; R203 147 431) as disclosed in the 
statement of financial position and note 8 to the financial statements. 

(a) Investment property was not disclosed in the financial statements although the municipality 
has property which meets the definition of investment property in the Standard of Generally 
Recognised Accounting Practice, GRAP 16 Investment Property. Due to the lack of properly 
maintained registers, which detail the location, value and classification of properties between 
owner-occupied and investment properties, there were no satisfactory alternative procedures 
that I could perform. 
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(b) The asset register did not contain sufficient information regarding the classification of property, 
plant and equipment into the relevant classes of assets as required by the Standard of 
Generally Recognised Accounting Practice, GRAP 17 Property, plant and equipment, which 
includes land and buildings, infrastructure, community assets, heritage assets, other assets, 
finance lease assets and work in progress. I was thus unable to perform all the audit 
procedures that I considered necessary to confirm that property, plant and equipment had 
been appropriately classified in the financial statements. Due to the lack of information and 
extent of the weaknesses in the asset register, I was unable to perform reasonable alternative 
procedures. 

(c) Fixed assets with a value of R3 030 963 could not be physically verified due to the fact that the 
asset register did not contain adequate Information regarding the description, bar codes and 
serial numbers of property, plant and equipment to physically confirm the existence of the 
asset. The existence of several infrastructure assets to the value of R245 449 398 could also 
not be confirmed owing to vague and unclear descriptions or insufficient detail with regard to 
the location of the specific asset. Due to the fact that the municipality did not maintain a 
centralised register which indicated the carrying value of assets at each year-end, I could not 
confirm the book value of these assets. 

(d) Based on the shortcomings listed below the Introduction of depreciation was not sensibly 
applied. Consequently, sufficient appropriate audit evidence as to the valuation and 
completeness of the accumulated depreciation amounting to R72 795 641 

(2008: R61 861 696) as disclosed in note 8 to the financial statements and the accuracy and 
completeness of depreciation charges amounting to R7 550 073 (2008: R4 714 084) according 
to the statement of financial performance, could not be obtained. Due to the extent of the 
weaknesses no alternative procedures could be performed. 

• The municipality depreciated property, plant and equipment even though the municipality 
did not identify significant components to be depreciated separately and did not estimate 
the residual values of assets. Furthermore, I could not obtain the acquisition dates for 
assets purchased prior to 2001 and the date when infrastructure assets were available for 
use. Due to the lack of documents and information I could not perform alternative audit 
procedures to confirm the valuation and completeness of the accumulated depreciation. 

• In addition, the municipality did not calculate and deduct any depreciation for assets 
acquired in the current financial year. According to recalculations the accumulated 
depreciation as at 1 July 2007 was understated by R1 638 534 and depreciations for the 
prior and current financial year were understated by R481 299 and R597 892 respectively. 
Depreciation was also calculated by using inappropriate useful lives, resulting in the 
understatement of depreciation by R2 097 953. 

• The deprecation for the year according to the statement of financial performance is 

R3 383 872 (2008: R57 147 612) less than the depreciation for the year disclosed in note 8 
to the financial statements. As indicated above, I could not obtain adequate audit 
assurance as to the accuracy and completeness of depreciation charges. 

(e) Contrary to GRAP 17, the municipality recognised the costs amounting to R1 110 428 incurred 
during the financial year to compile the valuation roll in terms of the Property Rates Act, 2004 
(Act No. 6 of 2004) as property, plant and equipment. The cost price of property, plant and 
equipment according to note 8 to the financial statements is therefore overstated by 

R1 1 10 428 and general expenditure understated by R1 1 10 428. 

(f) Supporting documentation, including invoices, to confinn acquisitions of property, plant and 
equipment amounting to R3 007 002 (2008; R1 135 697) could not be obtained. Furthermore, 
sufficient appropriate audit evidence as to the existence of input VAT claimed amounting to 
R369 281 could not be obtained. 

(g) The payment of invoices amounting to R656 658 received from contractors for capital 
expenditure was duplicated. Consequently property, plant and equipment as disclosed in 
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note 8 to the financial statements Is overstated by R656 658 and receivables as disclosed in 
note 13 to the financial statements is understated by the same amount. 

Due to the extent of the weaknesses in the municipality’s fixed asset records, the lack of 
sufficient appropriate supporting documentation and no reliance that could be placed on the 
internal verification of assets, I could also not perform reasonable alternative procedures to 
obtain all the documentation and explanations deemed necessary. 

Revenue 

6. As a result of the matters detailed below, I was unable to obtain sufficient appropriate audit 
assurance as to the completeness, accuracy, occurrence and classification of revenue 
disclosed as R149 992 730 (2008; R130 591 762) in the statement of financial performance. 

(a) No reconciliation of or explanations for a difference of R1 763 307 (2008: R508 427) between 
the actual income levied for assessment rates and a calculation of the assessment rates 
income based on the valuation roll could be provided. As a result, sufficient and appropriate 
audit evidence regarding the completeness and accuracy of assessment rates amounting to 
R7 446 971 (2008: R7 387 507), as disclosed in note 15 to the financial statements, could not 
be obtained. As no assessment rates reconciliation had been performed, no alternative 
procedures could be performed. 

(b) The revenue for property rates according to the statement of financial performance is R56 775 
less than the revenue for property rates disclosed in note 1 5 to the financial statements. The 
revenue for government grants and subsidies according to the statement of financial 
performance is R2 887 166 (2008: R8 077 044) less than the revenue for government grants 
disclosed in note 17 to the financial statements. Furthermore, the revenue from grants and 
subsidies according to note 17.1 to 17.1 1 is R2 360 405 more (2008: R5 190 315 less) than 
the revenue from government grants and subsidies disclosed in note 17 to the financial 
statements. As I did not obtain sufficient appropriate evidence as to the accuracy and 
completeness of revenue from property rates and government grants and subsidies as 
detailed in the report, I am not able to quantify the misstatements in this respect. 

(c) Part 18 of the municipality’s credit control policy states that interest shall be charged on all 
arrear accounts at the prevailing overdraft rate offered by the municipality’s bankers plus two 
percentage points. However, the interest charged on the debtors was incorrectly calculated. 

As the relevant information was not available, I was not able to calculate what the interest 
charged against trade and other receivables and interest-earned revenue should have been if 
the rates had been applied correctly. 

(d) Water meter readings used to levy service charges during the year were identified that were 
not correct. In certain instances it was also identified that the water consumption was not billed 
or that water service charges were incorrectly calculated. As the municipality did not have a 
reliable process in place to ensure that water consumption was accurately billed, I was not 
able to calculate what the service charged against trade receivables and the revenue for 
service charges should have been if the service charges were based on the correct water 
consumption and charges. 

(e) Revenue generated from operating leases was not recognised on a straight-line basis over the 
lease term as required in terms of paragraph 69 of the Standards of Generally Recognised 
Accounting Practice, GRAP 13 Leases. As no rental contracts were available, sufficient 
appropriate audit assurance as to the valuation of other income amounting to R939 605 (2008; 
R968 876) could not be obtained. Moreover, alternative audit procedures could not be 
performed to calculate the misstatement relating to revenue from leases. 

(f) As a result of community uprising regarding the lack of service delivery, two of the units in the 
Kopanong municipal region were partially destroyed by fire. These two units, namely Bethulie 
and Jagersfontein, no longer had sufficient and appropriate audit evidence to support the 
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accuracy and occurrence of revenue recorded by them, as the supporting documentation was 
destroyed in the fires. 

• As no route lists were available, 1 could not obtain sufficient appropriate audit evidence to 
support the accuracy of water meter readings. Without this evidence I could not confirm the 
occurrence, accuracy and completeness of service charges levied on consumer accounts 
amounting to R1 692 955. 

• I could not obtain registers or documents supporting other income amounting to R67 161. 
As a result sufficient appropriate audit evidence as to the accuracy, completeness and 
occurrence of other income amounting to R67 161 could not be obtained. 

• Furthermore, due to the above limitations, sufficient appropriate audit evidence as to the 
accuracy, completeness and occurrence of the output VAT claimed on these transactions 
could not be obtained. 

Due to the lack of supporting documentation, no alternative procedures could be performed. 

(g) The incorrect classification of revenue resulted in the following misstatements of amounts 
disclosed in the statement of financial performance: 

» Service charges are overstated by R3 662 226. 

• Rental of facilities and equipment is understated by R971 526 (2008: R1 145). 

• Government grants and subsidies are understated by R3 333 395 (2008: R554 913). 

• Other Income is overstated by R14 738 593 (2008: R569 805). 

(h) Contrary to paragraph 98 of the Standards of Generally Recognised Accounting Practice, 
GRAP 1 Presentation of financial statements no detailed disclosures were made with regard to 
other income amounting to R14 993 381 (2008:R873 227), as disclosed in the statement of 
financial performance. 

(i) Journals were processed in the prior financial year to account for income from grants not 
previously recognised under IMFO. Differences amounting to R5 273 643 occurred between 
the values of the journals processed and the values obtained from supporting documentation. 
Consequently the corresponding amount for revenue from government grants and subsidies is 
understated by R5 273 643 in the statement of financial performance, general expenditure is 
understated by R284 987 in the statement of financial performance and the accumulated 
deficit is understated by R4 988 656 in the statement of financial position. 

G) A complete list/register for rotating electricity meters registered in the Kopanong district could 
not be provided by the electricity service provider or by the municipality. I was thus unable to 
confirm whether a debtor account existed and whether meter readings were taken in respect 
of all installed electricity meters. Alternatively the list of meters could also not be obtained 
from the Kopanong Local Municipality. Consequently, 1 was unable to obtain sufficient 
appropriate audit evidence as to the completeness of revenue from this source that amounted 
to R9 096 622 (2008; R6 059 288) for the year under review. 

(k) Contrary to paragraph 29 of the Standards of Generally Recognised Accounting Practice, 
GRAP 9 Revenue, revenue arising from pre-paid electricity sales was recognised when the 
cash was received at the vending point and when the consumer used the electricity. There 
was no system of control over such revenue on which 1 could rely for the purpose of my audit 
to determine the portion of revenue that had to be allocated to deferred income. Due to the 
volume of transactions involved, I could alternatively also not quantify the extent by which 
revenue and deferred income had been misstated. 

(l) According to the financial records of the municipality an amount of R17 023 080 (2008: 
R1 0 561 1 38) was received in respect of the sale of prepaid electricity. I was unable to obtain 
sufficient appropriate audit evidence as to the accuracy and completeness of revenue from 
prepaid electricity sales, as set out below. 
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• According to the pre-paid transaction files for the period 1 July 2008 to 9 January 2009 an 
amount of R6 981 228 was received for pre-paid electricity. According to a recalculation 
performed on the pre-paid data the amount should have been R6 657 833, resulting in an 
understatement of revenue by R323 395. 

• According to the financial statements an amount of R1 0 041 848 was received for the 
period 10 January to 30 June 2009 for prepaid electricity. I could, however, not obtain 
sufficient appropriate audit evidence as to the occurrence, accuracy and completeness of 
these sales. 

• Furthermore, according to the financial statements an amount of R484 935 was received 
with regard to prepaid electricity - free services recoverable for the period 10 January to 
30 June 2009. I could not obtain sufficient supporting documents to confirm this amount. 

Due to the lack of reconciliations and explanations of the difference I was also unable to 
perform reasonable alternative procedures. 

(m)The municipality received a water operating grant amounting to R1 064 000. As transactions 
were duplicated in the general ledger, the revenue in respect of the water operating grant 
amounted to R2 128 000 according to the financial statements. Consequently, revenue from 
government grants and subsidies as disclosed in the statement of financial performance is 
overstated by R1 064 000 and the government grant reserve as disclosed in the statement of 
changes in net assets is understated by the same amount. 

Accumulated surplus 

7. The amount disclosed for the accumulated surplus is R84 581 358 less than the accumulated 
surplus according to the general ledger as at 30 June 2008. As a result the accumulated 
surplus is understated and government grant reserve overstated by R84 581 358 as at 30 
June 2008. As indicated in the paragraph relating to the government grant reserve, the 
transfer between the government grant reserve and the accumulated surplus for the current 
year is not reflected in the statement of changes in net assets. Furthermore, journal entries 
amounting to R4 229 278 in respect of changes in accounting policy and prior year errors were 
processed in the general ledger. The statement of change in net assets also does not reflect 
these transactions that impact on the accumulated surplus. I could also not obtain adequate 
supporting documents to confirm the adjustments. Due to the extent of the weakness no 
alternative procedures could be performed. Consequently, sufficient appropriate audit 
evidence as to the valuation and completeness of the accumulated surplus of R169 468 191 
(2008: R129 422 093) could not be obtained. 

8. Information required in terms of paragraphs 28 and 29 of the Standards of Generally 
Recognised Accounting Practice, GRAP 3 Accounting policies, changes in accounting 
estimates and errors, in respect of changes in accounting policy and prior period errors 
resulting in adjustments of R4 229 278 (2008: R20 763 213), as indicated above, was not 
disclosed in the financial statements. Included in the amount of R4 229 278 are transactions 
that do not relate to a change in accounting estimate or a prior period error as defined in 
paragraph 4 of GRAP 3. Consequently, the accumulated surplus as disclosed in the statement 
of changes in net assets is overstated by R1 056 779; revenue from service charges according 
to note 16 to the financial statements is understated by R860 054 and the cost price of 
property, plant and equipment as disclosed in note 8 to the financial statements is overstated 
by R176 983 and accounts payable as disclosed in note 5 is understated by R19 742. 

9. Transactions to account for the value-added tax (VAT) and revenue of the electricity service 
provider were inappropriately recorded, resulting in the understatement of the accumulated 
surplus amounting to R64 435. In addition, the VAT receivable is overstated by R420 501 and 
the revenue from service charges is overstated by R484 936. 

10. Contrary to GRAP 1 the statement of financial position Includes a balance of R49 064 973 for 
a prior year adjustment, while this amount is disclosed as a separate reserve for the change in 
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accounting policy in the statement of changes in net assets. The accumulated surplus is thus 
overstated by R49 064 973. 

Government grant reserve 

1 1 . For reasons as detailed below I could not obtain sufficient appropriate audit evidence as to the 
valuation and completeness of the government grant reserve as disclosed in the statement of 
financial position and the statement of changes in net assets amounting to R105 422 756 
(2008; R112 318 344): 

(a) Paragraph 11 5 of the Standards of Generally Recognised Accounting Practice, GRAP 1 
Presentation of financial statements states that all items of revenue and expense recognised 
in a period should be included in surplus or deficit for the period unless another Standard of 
GRAP requires otherwise. This implies that reserve accounting is not allowed in terms of 
GRAP. 

• Contrary to the above, the municipality Increased the accumulated surplus by reducing the 
depreciation charge and recognising the corresponding entry of R6 172 577 for the 2008- 
09 financial year and R4 566 070 for the 2007-08 financial year in the government grant 
reserve. 

• According to the general ledger, transfers between the accumulated surplus and the 
government grant reserve amounting to R80 352 105 were made. I could not obtain 
documents supporting the journal entries in respect of these transfers. The statement of 
changes in net assets, however, indicates that no transfers were made. Furthermore, 
capital grants used to purchase property, plant and equipment of R44 573 714 and 
offsetting of depreciation of R4 566 070 were transferred between the government grant 
reserve and the accumulated surplus according to the statement of changes in net assets 
during the prior year. No journal entries were processed in the general ledger for these 
transfers. Since the department’s accounting records did not permit the application of 
reasonable alternative audit procedures, I was unable to obtain all the information and 
explanations I considered necessary to confirm the transfers. 

(b) The closing balance of the government grant reserve must be equal to the net book value of 
assets funded from grants according to the accounting policy applied. Due to the errors as 
reported above and the fact that the municipality did not maintain a register of assets financed 
from grants, the value of the government grant reserve could not be compared to the net book 
value of assets financed from grants. 

(c) Due to the incorrect recording of journal entries in respect of the government grant reserve 
account, the following misstatements occurred: 

• The government grant reserve as disclosed in the statement of changes in net assets is 
overstated by R1 035 366. 

• General expenses according to note 22 to the financial statements is overstated by 
R1 225 216. 

• Employee-related costs according to note 18 to the financial statements is overstated by 
R189 850. 

Expenditure 

12. For reasons as detailed below I was unable to obtain sufficient appropriate audit evidence as 
to the occurrence, completeness and accuracy of expenditure of R109 946 631 (2008; 

R91 880 382) as disclosed in the statement of financial performance. 

(a) I was unable to obtain supporting documents for expenditure amounting to R1 760 381 . As the 
municipality did not implement adequate control measures to prevent and identify expenditure 
incurred without supporting documents, I was unable to perform alternative procedures and 
quantify the total misstatement in this respect. 


6 



(b) I was unable to obtain documents supporting the fact that goods and services amounting to 
R780 800 were received by the municipality. Due to the extent of the weakness no alternative 
procedures could be performed and I could not obtain adequate information to quantify the 
total misstatement in this respect. Consequently, sufficient appropriate audit evidence as to 
the occurrence of expenditure could not be obtained. 

(c) General expenses of R26 771 896 (2008: R1 4 037 958) as per the statement of financial 
performance are R27 312 407 (2008: R29 913 465) less than the amount of general expenses 
as disclosed in note 22 to the financial statements. The general expenses in note 22 are thus 
overstated by R27 312 407 (2008: R29 913 465). 

(d) The incorrect classification of expenditure resulted In the following misstatements of amounts 
disclosed in the statement of financial performance: 

• Employee-related costs is understated by R5 034 21 1 (2008: R4 383 240) 

• Remuneration of councillors is understated by R630 790 (2008: overstated by 
R1 186 351). 

• Depredation is overstated by R2 788 705 (2008: understated by R432). 

• Repairs and maintenance is overstated by R833 505. 

• Interest paid is overstated by R251 254 (2008: R420 844). 

• Bulk purchases is overstated by R22 161 509 (2008: R20 092 545). 

• General expenses is understated by R6 274 077 (2008: R21 878 914). 

(e) No supporting documentation could be obtained for journal entries that impacted on 
expenditure amounting to R1 141 890. As a result, sufficient, appropriate audit evidence as to 
the completeness, accuracy and classification of general expenses amounting to R1 141 890 
could not be obtained. Due to the lack of supporting documentation, alternative audit 
procedures could not be performed. 

(f) The trial balance for the prior financial year, after adjusting journals were processed, includes 
the statement of financial performance expenditure accounts amounting to R4 716 186. These 
accounts relate to adjustments made during the conversion to Generally Recognised 
Accounting Practice (GRAP) and should have been included in the accumulated deficit. This 
resulted in the overstatement of general expenditure and the understatement of the 
accumulated deficit by R4 716 186 in the corresponding figures for the prior year. 

(g) Possible duplicate payments amounting to R548 795 were identified. Supporting 
documentation could not be obtained to confirm whether the payments are in fact a duplicate 
payment or not. Sufficient appropriate audit evidence as to the occurrence of expenditure 
amounting to R548 795 could thus not be obtained. Due to the lack of supporting documents 
alternative audit procedures could not be performed. 

(h) The input VAT on a purchase from the bulk water provider of the municipality amounting to 
R893 366 was incorrectly recorded twice on the "Input VAT" account. Bulk purchases are 
therefore understated by R894 366 in the statement of financial performance. Due to the 
reconciliation methods for VAT adopted in prior years. I cannot confirm the effect of the 
adjustment on the assets and liabilities disclosed in the statement of financial position. 

Employee costs 

13. Section 124(1)(a) and (c) of the MFMA requires the disclosure of the salaries, allowances and 
benefits of the municipal manager, chief financial officer, senior managers and councillors. 
Differences between the amounts disclosed in notes 18 and 19 to the financial statements and 
the recalculated amounts based on the payroll data and general ledger resulted in the 
following misstatements: 

® The total employee-related cost according to note 18 to the financial statements is 
understated by R5 034 211. 
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• The remuneration of the municipal manager according to note 1 8 to the financial 
statements is understated by R162 144. 

• The remuneration of the chief financial officer according to note 1 8 to the financial 
statements is understated by R118 020. 

• The remuneration of senior managers according to note 1 8 to the financial statements is 
overstated by R12 874. 

• The remuneration of councillors according to note 19 to the financial statements is 
understated by R630 790. 

Furthermore, the prior figure for employee costs according to note 1 8 to the financial 
statements is R1 061 509 more than the employee costs for the prior year according to the 
statement of financial performance. Employee costs, for the prior year, amount to R29 048 31 7 
according to the general ledger. Thus employee costs for the prior year as disclosed in note 1 8 
to the financial statements are understated by R3 322 731. 

14. During the year, the municipality provided both travel and cellphone allowances to several 
employees. However, no documented or approved policy regarding these allowances could be 
submitted. As a result, the accuracy of the allowances paid amounting to R947 380 could not 
be confirmed. Moreover, no details of these allowances were included in the employment 
contracts of the employees to confirm the occurrence and accuracy of the allowances. Owing 
to the lack of supporting documents, sufficient appropriate audit evidence as to the occurrence 
and accuracy of travel and cellphone allowances of R2 610 388 included in employee costs of 
R33 151 223 as disclosed in the statement of financial performance could not be obtained. 

Accounts receivable 

15. For reasons as detailed below, I was unable to obtain sufficient appropriate audit evidence as 
to the existence, rights, completeness and valuation of and rights and obligations relating to 
receivables and other receivables of R32 726 219 (2008: R21 167 226) and R4 661 314 
(2008: R6 816 599) respectively as disclosed in the statement of financial position, and the 
related detailed disclosure in notes 1 2 and 1 3 to the financial statements: 

(a) Paragraph 58 of IAS 39 states that an entity shall assess, at the end of each reporting period, 
whether there is any objective evidence that a financial asset or group of financial assets is 
impaired. The municipality, however, did not assess the consumer receivables, individually or 
by category, for any indication that these assets may be impaired. As disclosed in note 12 to 
the financial statements, the provision for doubtful debts amounted to R14 319 643 as at 30 
June 2009 (2008:R15 931 304). The provision made is a general provision, and was not made 
in accordance with the above-mentioned standard. As the relevant information was not 
available I was not able to calculate what the impairment charge against trade and other 
receivables and bad debt expense should have been had IAS 39 been applied correctly. 

(b) Several consumers registered for indigent status during the year and received a monthly 
subsidy of R1 00 on their accounts from the month in which they applied. However, I could not 
obtain any application forms and documentation supporting the applications of these 
consumers. As a result, sufficient and appropriate audit evidence could not be obtained to 
confirm whether these consumers were entitled to the monthly indigent subsidy and whether 
these amounts should have been credited to their consumer accounts. Due to the extent of the 
weakness and the limitation of scope regarding supporting documents and number of 
indigents registered, I was unable to quantify the misstatement of receivables included in 
note 12. 

(c) Consumer receivables as disclosed in the statement of financial position and in note 12 to the 
financial statements include consumer receivables with credit balances amounting to 

R1 964 651 (2008: R2 257 203) that should have been transferred to payables. Consequently 
receivables and payables are overstated by R1 964 651 (2008: R2 257 203). 


8 



(d) I could not obtain sufficient appropriate audit evidence to confirm the restatement of the prior 
year figure of receivables in respect of rates from R13 870 021 to RIO 206 673. 

(e) Accounts receivable according to note 12 is R4 202 753 less (2008: R81 964 more) than the 
value of accounts receivable according to ageing as disclosed in note 12.1 to the financial 
statements. Consumer debts written off in the prior year according to note 1 2 is also 

R2 287 341 more than the consumer debts vinritten disclosed in note 12.1 to the financial 
statements. Furthermore the provision for doubtful debts according to note 12 is R473 878 
less than the provision for doubtful debts disclosed in note 12.1 to the financial statements. 
The municipality’s records did not permit the performance of alternative procedures regarding 
these unexplained differences. 

(f) No reconciliation between the debtor sub-ledger and the general ledger was performed on a 
monthly basis and at year-end at the electricity service provider. The amount for debtors 
according to the debtor age analysis and general ledger is R843 576 less than the total of the 
debtor sub-ledger transaction list. 

(g) Several debtor accounts were in arrears at 30 June 2009; however, no subsequent payments 
were made by these debtors for three months after year-end. Additionally, the service 
agreements entered into between the municipality and the debtors could not be obtained. As a 
result, sufficient and appropriate audit evidence regarding the existence of these debtors could 
not be obtained. 

(h) The incorrect classification of accounts in the prior year resulted in the following misstatements 
of corresponding amounts disclosed in the statement of financial position: 

• Accounts receivable are understated by R3 368 804. 

• Other receivables are overstated by R4 658 145. 

The municipality’s records did not permit the performance of alternative audit procedures 
regarding receivables. Consequently I could not gain sufficient appropriate audit evidence as 
to the existence, valuation and completeness of and rights and obligations relating to 
receivables and I could not calculate the effect of the adjustment on the assets and liabilities 
as disclosed in the statement of financial position or the income and expenditure as disclosed 
in the statement of financial performance. 

Accounts payable 

16. Paragraph 47 of the Statements of Generally Accepted Accounting Practice (GAAP) IAS 39 
(AC 1 33) Financial Instruments: Recognition and Measurement states that after initial 
recognition, financial liabilities are measured at amortised cost using the effective interest 
method. Contrary to the above, expenses which have deferred payment terms have not been 
discounted by the municipality. Furthermore, trade creditors as disclosed in note 5 to the 
financial statements are not carried at amortised cost. The municipality's records and 
information available did not permit the performance of alternative audit procedures regarding 
trade creditors. Consequently, I could not calculate the amounts by which trade and other 
creditors, interest expenditure and a fair value adjustment were misstated. 

17. Paragraph 39 of the IAS 39 states that an entity shall remove a financial liability (or part of a 
financial liability) from its statement of financial position when it is extinguished. Cheques 
amounting to R1 391 478 (2008: R225 040) issued before year-end had not yet been 
presented for payment by 30 June 2009. Due to the above, accounts payable, as disclosed in 
note 5 to the financial statements, are understated by R1 391 478, and cash and cash 
equivalents, disclosed in note 14, are understated by the same amount. 

18. Supporting documentation could not be obtained for balances amounting to R2 805 918 (2008: 
R8 851 662) included in accounts payable. Furthermore, supporting documentation could not 
be provided for payments totalling R4 536 830 as per the bank statements subsequent to 
year-end. As a result it could not be confirmed if these payments relate to transactions before 
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year-end that should have been accrued for. As a result, sufficient, appropriate audit evidence 
as to the existence and valuation of accounts payable amounting to R31 778 766 (2008: 

R27 712 891 ) as disclosed in note 5 to the financial statements could not be obtained. Due to 
the lack of supporting documentation and records, no alternative procedures could be 
performed and I was not able to quantify the misstatement in this respect. 

19. Included in the corresponding figure for accounts payable as disclosed in the statement of 
financial position and note 5 to the financial statements of the prior year is a control account 
amounting to R276 303 that had been created to manage the contributions made by the public 
for the capital infrastructure expenses planned to facilitate the installation of new electricity 
connections. This matter has not yet been resolved and due to the lack of information I was 
also unable to perform reasonable alternative procedures to obtain sufficient appropriate audit 
evidence as to the existence and valuation of this prior year payable. 

20. The incorrect classification of accounts in the prior year resulted in the overstatement of the 
corresponding amounts disclosed for payments in the statement of financial position by 
R341 214. 

Capital commitments 

21. 1 was unable to obtain sufficient appropriate audit evidence as to the completeness and 
valuation of the capital commitments amounting to R27 906 091 as disclosed in note 26 to the 
financial statements. A list of the capital commitments could not be obtained, as the amount 
disclosed in the financial statements is based on an estimated figure. Furthermore, an 
adequately maintained contract register could not be obtained to perform alternative 
procedures. Due to the lack of supporting documents I was also unable to perform reasonable 
alternative procedures to confirm the value and completeness of the commitments. 

Unauthorised, irregular and fruitless and wasteful expenditure 

22. As at 30 June 2009, the municipality's expenditure for various votes exceeded the 
appropriated budget for those votes due to inadequate budget control measures. Although 
disclosure regarding the unauthorised expenditure was made in note 29.3 to the financial 
statements as required in terms of section 125(2)(d) of the MFMA, the amount of unauthorised 
expenditure disclosed is understated by R7 468 637. 

23. Irregular expenditure of R37 001 287 was incurred during the financial year, due to the supply 
chain management policy and regulations relating to the evaluation and requesting of bids that 
were not adhered to. This amount was not disclosed in note 29.2 to the financial statements as 
required in terms of section 125(2)(d) of the MFMA. 

24. 1 could not be provided with sufficient, appropriate audit evidence that management had 
properly identified, investigated and recorded all irregular expenditure transactions during the 
year under review. There were no satisfactory alternative audit procedures that 1 could perform 
to obtain reasonable assurance regarding the completeness of irregular expenditure. 

25. Fruitless and wasteful expenditure amounting to R4 338 390, as set out below, was incurred 
during the financial year. 

• Due care had not been taken with regard to payments for salaries, resulting in an 
overpayment of salaries amounting to R130 423. 

• Duplicate payments were made with regard to goods and services, amounting to 
R748 591. 

• Interest on outstanding accounts amounting to R65 092 was incurred due to late 
payments. 

• Appropriate processes were not followed with costs of R3 394 284 relating to appointments 
and promotions of officials. 

These amounts were not disclosed in note 29.1 to the financial statements as required in 
terms of section 125(2)(d) of the MFMA. As adequate systems and procedures were not in 


10 



place to prevent and detect fruitless and wasteful expenditure, I was not able to perform 
alternative procedures to confirm the amount by which fruitless and wasteful expenditure is 
misstated. 

26. Several amounts totalling R693 778 were incorrectly included as part of the amount of 
R1 895 261 disclosed as fruitless and wasteful expenditure, in note 29.1 to the financial 
statements. These amounts represent legal fees incurred during the year and should not be 
disclosed as fruitless expenditure. As a result fruitless and wasteful expenditure, as disclosed 
in note 29.1 to the financial statements, is overstated by R693 778. 

27. Due to a lack of records and supporting documents 1 could not obtain adequate audit 
assurance as to the accuracy and occurrence of fruitless and wasteful expenditure of 

R2 144 717, irregular expenditure of R855 027 and unauthorised expenditure of R345 785 as 
included in the amounts disclosed in note 29 for unauthorised, irregular and fruitless and 
wasteful expenditure. Due to the lack of supporting documentation, no alternative procedures 
could be performed. This matter was also reported in the prior financial year. 

28. No information on any criminal or disciplinary steps taken as a result of such losses or such 
unauthorised, irregular or fruitless and wasteful expenditures or whether these amounts are 
recoverable was disclosed in note 29 to the financial statement as required in terms of section 
125(2){d) of the MFMA. The distribution loss of R5 637 396 from the water service was not 
disclosed in the notes to the financial statements as required in terms of section 125(2)(d) of 
the MFMA. Furthermore, the distribution loss for electricity could not be determined as proper 
records were not kept in respect of distribution losses incurred during the year under review 
and was therefore not disclosed as required. 

Inventory 

29. For reasons as detailed below I was unable to obtain sufficient appropriate audit evidence as 
to the valuation of water inventory of R1 3 066 988 (2008: R2 101 780) as disclosed in the 
statement of financial position and the related detailed disclosure in note 1 1 to the financial 
statements. 

• The water stock was not measured by the municipality and therefore the calculation of 
water inventory was based on water sales and purchases from 1 July 2007 to 

30 June 2009. 

• Opening water stock as at 1 July 2007 was estimated to be equal to the water purchases 
of the month of June 2007. 

• Management's calculations of the value of water inventory as at 30 June 2008 did not 
include an estimation of reticulation losses whilst management's calculations of the value 
of water inventory as at 30 June 2009 estimated reticulation losses to be 17% of 
purchases. 

• Furthermore, based on management's calculations the municipality had an average of 338 
days in stock as at 30 June 2009. 

Based on the above, the valuations of the water inventory as at 30 June 2008 and 
30 June 2009 were not accurately estimated. As the water inventory was not measured at 
30 June 2008 and 30 June 2009, I could not perform alternative audit procedures to obtain 
sufficient adequate audit assurance as to the valuation of the water Inventory. 

30. Due to unreliable inventory records maintained in the prior year, sufficient appropriate audit 
assurance as to existence, completeness and valuation of the corresponding figure in respect 
of consumable stores amounting to R396 360, as disclosed in note 1 1 to the financial 
statements, could not be obtained. Due to the lack of supporting documentation, no alternative 
procedures could be performed. 
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Unspent conditional grants 

31. For the reasons listed below I could not obtain sufficient appropriate audit evidence as to the 
valuation and completeness of unspent MIG conditional grants amounting to R4 845 974 
{2008; R8 022 1 30) as disclosed in note 6 to the financial statements. Furthermore, sufficient 
appropriate audit assurance as to the accuracy and completeness of revenue recognised for 
government grants and subsidies amounting to R73 607 941 (2008: R81 871 853) according 
to the statement of financial performance, could also not be obtained. 

(a) A letter dated 26 June 2009 from the National Treasury indicated that unspent infrastructure 
grants amounted to R8 803 000 as at 30 June 2008. Documentation from the National 
Treasury indicating whether the municipality may retain the funds could not be obtained. 
Furthermore, the municipality could not provide detailed calculations indicating how the 
amount of unspent grants as at 30 June 2008 was determined. The balance of unspent 
infrastructure grants according to the general ledger amounted to R7 074 031 on 

30 June 2008. Consequently, the corresponding figure for unspent conditional grants 
according to note 6 to the financial statements and the accumulated deficit are understated by 
R1 728 969. 

(b) According to the reconciliation of the opening to the closing balance of conditional grants, the 
closing balance of unspent conditional grants amounted to R7 682 942 as at 30 June 2009. 
According to note 6 to the financial statements, the balance of the unspent conditional grants 
amounts to R4 845 974. Together with an amount of R58 408 that is disclosed as a payable in 
respect of unconditional grants, this led to an understatement of unspent conditional grants 
and receipts according to note 6 to the financial statements by R2 901 383 and accounts 
payable as disclosed in note 5 to the financial statements by R748 312 and an overstatement 
of the government grant reserve disclosed in the statement of changes in net assets by 
R3 649 695. 

(c) I could, however, not obtain any information and records indicating the balance of unspent 
conditional grants per project as at 30 June 2009. Furthermore, I could not obtain 
correspondence from the National Treasury with regard to the unspent conditional grant per 
project as at 30 June 2009. Thus adequate audit assurance as to the valuation and 
completeness of unspent conditional grants per project as listed in notes 6 and 17 to the 
financial statements and the accuracy and completeness of revenue according to the 
statement of financial performance could not be obtained. Due to the lack of information and 
records, I could not perform alternative audit procedures to obtain the required audit 
assurance. 

Provisions 

32. Contrary to the Statement of Generally Recognised Accounting Practice, GRAP 19 Provisions, 
contingent iiabilities and contingent assets the following amounts were incorrectly classified as 
provisions in note 4 to the financial statements instead of being classified as payables and 
accruals. 



2009 

2008 

Audit fee provision 

1 384 968,00 

1 384 968,00 

Leave provision 

2 102 492,00 

2 055 736,00 

Bonus provision 

759 839,00 

759 839,00 

Total 

4 247 299,00 

4 200 543,00 


The accrual for bonuses of R759 839 showed no movement from the prior year, while 
according to calculations performed, the accrual is understated by R316 145 as at year-end. 
Furthermore the payables in respect of audit fees of R1 384 968 also showed no movement 
from the prior year, whereas this balance should be zero, as the amount due for audit fees of 
R409 459 as at year-end was already included in payables. As a result provisions are 
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overstated by R4 247 299, general expenses are overstated by R1 384 968, employee-related 
costs are understated by R316 145 and other payables are understated by R3 178 476. 

33. In the absence of reliable leave records It was not possible to gain sufficient appropriate audit 
evidence as to the completeness and valuation of the accrual for leave amounting to 
R2 1 02 492 (2008: R2 055 736) as disclosed in note 4 to the financial statements. In the 
absence of reliable leave records it was also not possible to perform alternative procedures to 
accurately confirm the value of the accrual. 

Long-term liabilities 

34. 1 was unable to obtain loan agreements in respect of long-term liabilities amounting to 

R2 849 555 included in the long-term liabilities of R2 876 879 (2008: R3 156 001) as disclosed 
on the statement of financial position and in note 2 to the financial statements. Alternative 
procedures performed to obtain the agreements from external sources were also not 
successful. 1 was thus unable to obtain sufficient appropriate audit evidence as to the 
existence and valuation of and the municipality's obligation in respect of long-term liabilities. 

Investments 

35. Investments amounting to R2 264 641 (2008: R2 192 373) were incorrectly classified as non- 
current asset investments instead of cash and cash equivalents according to the definition of 
cash and cash equivalents contained in the Standard of Generally Recognised Accounting 
Practice, GRAP 2 Cash Flow Statements. Consequently investments are overstated by 
R2 264 641 (2008: R2 192 373) and cash and cash equivalents are understated by the same 
amount. 

36. The accounting policy for the investments, as currently disclosed in the financial statements, 
meets the definition of a held-to-maturity investment according to IAS 39 and is not 
appropriate for short-term investments. 

Value-added tax (VAT) 

37. A reconciliation was prepared at year-end to record the amount of VAT receivable from the 
South African Revenue Service (SARS). However, amounts totalling R331 267 were not 
included in the reconciliation. As a result the VAT receivable by the municipality of R234 529 
as disclosed in note 7 to the financial statements is understated by R331 227. 

38. At year-end, receivables amounting to R35 690 716 were outstanding in respect of vatable 
services. However, no payables were recorded to account for the VAT payable to SARS 
regarding these receivables. As a result, payables included in note 5 to the financial 
statements are understated by R4 383 070. Due to the reconciliation methods adopted in prior 
years, I cannot confirm the effect of the adjustment on the income and expenditure disclosed 
in the statement of financial performance. This, however, ultimately results in the 
understatement of accumulated surplus as at 30 June 2009 by R4 383 070. 

Presentation and disclosure 

39. The following Standards of Generally Recognised Accounting Practice (GRAP) are effective 
for financial periods commencing on or after 1 April 2008, These standards were not included 
in note 1 .2 to the financial statements which lists all the effective standards and 
pronouncements: 

Standards of GRAP: 


Reference 

Topic 

GRAP 13 

Leases 

GRAP 16 

Investment properties 
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Effective accrual-based IPSAS: 


Reference 

Topic 

IPSAS 20 

Related Party Disclosures 

IPSAS 21 

Impairment of Non-Cash-Generating 

Assets 


Effective IFRS and IAS: 


Reference 

Topic 

IFRS 7 

Financial Instruments: Disclosures 

IAS 19 

Employee Benefits 

IAS 32 

Financial Instruments: Presentation 

IAS 36 

Impairment of Non Cash-Generating assets 


A letter received from the National Treasury with regard to the exemption to fully comply with 
GRAP for the current financial year states that no exemptions to comply with GRAP have been 
granted to the municipality. Contrary to the above, the municipality disclosed the following 
exemptions from GRAP within accounting policy note 1.2: 


Standard number 

Standard title 

GRAP 17 

Property, plant and equipment 

GRAP 13 

Leases 

GRAP 9 

Revenue 

ISA 39 

Financial Instruments: recognition and measurement 

GRAP 9 

Accounting for government grants and disclosure of government 
assistance 


Employee Benefits 


Impairment of Assets 

IFRS 5 AND IFRS 7 

Financial Instruments: recognition and measurement 


40. The municipality incorrectly indicated in their accounting policies that the following exemptions 
are applicable in accordance with Government Gazette 30013: 

Paragraph 

5: Impairment of property, plant and equipment 

15.1: Pension, provident and retirement funds 

16: Leases 

17: Financial instruments 

20: Revenue recognition 


41 . Contrary to paragraph 8A of the transitional provisions as per Directive 4 for medium and low 
capacity municipalities issued by the Accounting Standards Board the financial statements do 
not disclose the following: 

• The fact that the entity has taken advantage of the transitional provisions. 

• Information on the progress made by an entity towards measuring assets or liabilities in 
accordance with the requirements of Standards of GRAP and recognising major classes of 
assets and liabilities that have not been recognised in full. 
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42. Contrary to the Statements of Generally Accepted Accounting Practice (GAAP), IFRS 7 (AC 
144) Financial Instruments: Disclosures the financial statements do not disclose the risks 
arising from financial instruments to which the entity is exposed. 

43. Changes to the accounting policy resulting from the initial implementation of the Standards of 
GRAP were not adequately disclosed in terms of the requirements of paragraph 28 of GRAP 
3. Furthermore, I was not able to confirm whether the information disclosed in note 25 to the 
financial statements In respect of prior year adjustments resulting from the initial 
implementation of the Standards of GRAP was fairly stated due to the scope limitations 
included in this report and conflicting information contained in the note. 

44. The nature and amount of material expenses were not disclosed separately in note 22 to the 
financial statements as required in terms of paragraph 98 of GRAP 1 . 

45. After year-end, both the BethuHe and Jagersfontein administrative offices were partially 
destroyed in a fire, constituting a material non-adjusting event in terms of the Standards of 
Generally Recognised Accounting Practice GRAP 14, Events after the Reporting Date. 
Although the nature of these events was disclosed in note 28 to the financial statements, an 
estimate of the financial effect, or a statement that such estimate cannot be made, was not 
disclosed as required in terms of paragraph 27 of GRAP 14. 

46. According to section 1 25(1 ) of the MFMA the total amounts paid in audit fees, taxes, levies, 
duties, pension and medical aid contributions and contributions to local government, and 
whether any amounts were outstanding as at the end of the financial year, must be disclosed. 
No disclosure in this respect was made in the financial statements. 

47. At the end of the financial year 12 councillors had amounts totalling R26 970 (2008: R12 275) 
outstanding for more than 90 days which were not disclosed in the notes to the financial 
statements as required in terms of section 124(1)(b) of the MFMA. 

48. The non-compliance with the MFMA as listed in the report was not disclosed in the financial 
statements as required by section 125(2)(2) of the MFMA. 

Cash flow statement 

49. 1 was not able to confirm whether the cash flow statement and the related notes are fairly 
stated due to the material effect on the cash flow statement and related notes of scope 
limitations and identified misstatements as reported in this report. 


Disclaimer of opinion 

50. Because of the significance of the matters described in the Basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 


Other matters 

I draw attention to the following matters that relate to my responsibilities in the audit of the 
financial statements: 

Material Inconsistencies in information included in the annexures to the financial 
statements 

51 . The annexures to the financial statements, set out on pages 46 to 52, contain material errors 
and the information contained therein is inconsistent with the information contained in the 
annual financial statements in respect of property, plant and equipment, revenue, expenditure 
and surplus for the year reported in both the 2008 and the 2009 financial years. 
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Unaudited supplementary schedules 

52. The supplementary information set out on pages 46 to 52 does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules and 
accordingly I do not express an opinion thereon. 

Non-compliance with applicable legislation 

Municipal Finance Management Act, 2003 (Act No. 56 of 2003) 

53. According to section 65(2){e) of the MFMA, the accounting officer of a municipality must 
ensure that all money owing by the municipality is paid within 30 days of receiving the relevant 
invoice or statement, unless prescribed otherwise for certain categories of expenditure. In 
respect of payments totalling R28 031 708, I was unable confirm that payments were made 
within the prescribed period. 

54. Section 127(2) of the MFMA prescribes that the accounting officer of a municipality must table 
the annual report of the municipality in the council within seven months after the end of the 
financial year. The annual report of the municipality was, however, not tabled by the 
accounting officer within the prescribed time frame. 

55. In terms of section 129(1) of the MFMA, the council of a municipality must consider the annual 
report of the municipality and by no later than two months from the date on which the annual 
report was tabled in the council, adopt an oversight report containing the council’s comments 
on the annual report. I could not be provided with evidence that an oversight report had been 
prepared by the council. 

Municipal Systems Act, 2000 (Act No. 32 of 2000) (MSA) 

56. The council only met in the first and last quarter of the financial year, and not on a quarterly 
basis as required by section 18(2) of the MSA. 

57. In terms of section 57(1)(b) of the MSA, a performance agreement must be concluded on an 
annual basis with the municipal manager of a municipality and a person to be appointed as a 
manager directly accountable to the municipal manager. I could not be provided with 
performance agreements for the section 57 managers. 

Governance framework 

58. The governance principles that impact the auditor’s opinion on the financial statements are 
related to the responsibilities and practices exercised by the accounting officer and executive 
management and are reflected in the internal control deficiencies and key governance 
responsibilities addressed below; 

Internal control deficiencies 

59. Section 62(1)(c)(i) of the MFMA states that the accounting officer must ensure that the 
municipality has and maintains effective, efficient and transparent systems of financial and risk 
management and internal control. The table below depicts the root causes that gave rise to the 
deficiencies in the system of internal control, which led to the disclaimer of opinion. The root 
causes are categorised according to the five components of an effective system of internal 
control. (The number listed per component can be followed with the legend below the table.) In 
some instances deficiencies exist in more than one internal control component. 


Par. no. 

Basis for disclaimer of opinion 

CE 

RA 

CA 

IC 

M 

5 





1 

2 

6 

Revenue 

5 

3 


1 

2 

7-10 

Accumulated surplus 



5 


2 

11 

Government grant reserve 



5 


2 

12 

Expenditure 



3,4.5 


1,2 

13-14 

Employee costs 



ESI 


2 
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15 

Accounts receivable 

5 

pm 

Em 

1 

2 

16-19 

Accounts payable 



pm 


1.2 

20 

Capital commitments 



E^H 



21-27 

Unauthorised, irregular and fruitless and wasteful expenditure 





1,2 


Inventory 



5 


2 

30 

Unspent conditional grants 



5 



31-32 

Provisions 



4 


1 

33 

Long-term liabilities 






34-35 

Investments 




1 

2 

36-37 

Value-added tax 



5 

1 


38-47 

Presentation and disclosure 



5 

1 

1.2 

48 

Cash flow statement 



4 




Overall reflections on the governance framework based on internal control deficiencies 


60. Numerous officials were appointed In acting positions for a significant portion of the year. This 
impacted the ability of the municipality to continue performing functions as there was little or 
no continuity. Furthermore, this resulted in documentation being lost or misfiled, as officials in 
acting positions were not aware of the actions of those who had previously held those 
positions. The chief financial officer position had been vacant since April 2009 and was not 
filled at the date of my report. 

61 . Officials did not take responsibility for errors identified during the audit and for actions required 
to rectify matters. A significant amount of documentation was not available for audit 
procedures, resulting in numerous qualifications based on a limitation of scope. 

62. Staff in the finance unit and consultants that were engaged to compile the financial statements 
did not have a clear understanding of the financial reporting framework and the municipality 
did not have adequate individuals competent in financial reporting and related matters. The 
work performed by consultants was not adequately monitored and supervised by the 
accounting officer. 

63. The fact that the financial statements contained significant errors is attributed to the 
accounting officer not developing and implementing adequate control measures to ensure that 
financial statements and financial reporting information were properly reviewed before 
submission to the Auditor-General. The chief financial officer and audit committee also did not 
adequately review the financial statements before submission to the Auditor-General. These 
weaknesses indicate a serious lack of oversight over financial reporting in the municipality. 

64. Monitoring and supervision by the senior managers responsible for financial administration 
during the financial year was insufficient and there was a lack of leadership oversight. 




The organisational structure does not address areas of responsibility and lines of reporting to support effective 
control over financial reporting. 

1 

Management and staff are not assigned appropriate levels of authority and responsibility to facilitate control over 
financial reporting. 

2 

Human resource policies do not facilitate effective recruitment and training, disciplining and supervision of 
personnel. 

3 

Integrity and ethical values have not been developed and are not understood to set the standard for financial 
reporting. 

4 

The accounting officer/accounting authority does not exercise oversight responsibility over financial reporting 
and internal control. 

5 

Management’s philosophy and operating style do not promote effective control over financial reporting. 


The entity does not have individuals competent in financial reporting and related matters. 

B 

Management has not specified financial reporting objectives to enable the identification of risks to reliable 
financial reporting. 

1 
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The entity does not identify risks to the achievement of financial reporting objectives. 


The entity does not analyse the likelihood and impact of the risks identified. 


The entity does not determine a risk strategy/action plan to manage identified risks. 


The potential for material misstatement due to fraud is not considered. 






There is inadequate segregation of duties to prevent fraudulent data and asset misappropriation. 


General information technology controls have not been designed to maintain the integrity of the information 
system and the security of the data. 


Manual or automated controls are not designed to ensure that the transactions have occurred, are authorised, 
and are completely and accurately processed. 


Actions are not taken to address risks to the achtevemenl of financial reporting objectives. 


Control activities are not selected and developed to mitigate risks over financial reporting. 


Policies and procedures related to financial reporting are not established and communicated. 


Realistic targets are not set for financial performance measures, which are in turn not linked to an effective 
reward system. 


^Iggllttfoffhadopiaiftll^mmuhic^ 


Pertinent information is not identified and captured in a form and time frame to support financial reporting. 
Infonnation required to implement internal control is not available to personnel to enable internal control 
responsibilities. 


Communications do not enable and support the understanding and execution of internal control processes and 
responsibilities by personnel. 


^lyiUMonlferlhigi 


Ongoing monitoring and supervision are not undertaken to enable an assessment of the effectiveness of internal 
control over financial reporting. 


Neither reviews by internal audit or the audit committee nor self-assessments are evident. 


Internal control deficiencies are not identified and communicated in a timely manner to allow for corrective action 
to be taken. 


Key governance responsibilities 

65. The MFMA tasks the accounting officer with a number of responsibilities concerning financial 
and risk management and internal control. Fundamental to achieving this Is the 
implementation of key governance responsibilities, which 1 have assessed as follows: 


No. 

Matter 

Y 

N 

Clear trail of supporting documentation that is easily available and provided in a timely manner 

1. 

No significant difficulties were experienced during the audit concerning delays or the 
availability of requested information. 


X 

Quality of financial statements and related management information 

2. 

The financial statements were not subject to any material amendments resulting from the 
audit. 

O 

■ 

3. 

The annual report was submitted for consideration prior to the tabling of the auditor’s report. 

n 


Timeliness of financial statements and management information 

m 

The annual financial statements were submitted for auditing as per the legislated deadlines 
in section 126 of the MFMA. 

■ 

X 

Availability of key officials during audit 

5. 

Key officials were available throughout the audit process. 

HI 
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No. 

Matter 

Y 

N 

Development of and compliance with risk management, effective internal control and governance practices 

6. 

Audit committee 




• The municipality had an audit committee in operation throughout the financial year. 

X 


• ITie audit committee operates In accordance with approved, written terms of reference. 


X 

• The audit committee substantially fulfilled its responsibilities for the year, as set out in 
section 166(2) of the MFMA. 

■ 

X 

7. 

Internal audit 




• The municipalitv had an internal audit function in operation throuohout the financial vear 

X 


• The internal audit ftjnction operates In terms of an approved Internal audit olan. 


X 

• The internal audit function substantially fulfilled its responsibilities for the year, as set out 
in section 165(2) of the MFMA. 

■ 

X 

8. 

1 here are no significant deficiencies in the design and implementation of internal control in 
respect of financial and risk management. 

■ 

X 

9. 

I here are no significant deficiencies in the design and implementation of internal control in 
respect of compliance with applicable laws and regulations. 

■ 

X 

10. 

The Information systems were appropriate to facilitate the preparation of the financial 
statements. 

■ 

X 

11. 

A risk assessment was conducted on a regular basis and a risk management strategy, which 
includes a fraud prevention plan, is documented and used as set out in section 62(1)(c)(i) of 
the MFMA. 

■ 

X 

12. 

Powers and duties have been assigned as set out in section 79 of the MFMA. 


X 

Follow-up of audit findings 

13. 

The prior year audit findings have been substantially addressed. 


X 

14. 

SCOPA resolutions have been substantially implemented. 


X 

Issues relating to the reporting of performance information 

15. 

The information systems were appropriate to facilitate the preparation of a performance 
report that is accurate and complete. 


X 

16. 

Adequate control processes and procedures are designed and implemented to ensure the 
accuracy and completeness of reported performance information. 


X 

17. 

A strategic plan was prepared and approved for the financial year under review for purposes 
of monitoring the performance in relation to the budget and delivery by the Kopanong Local 
Municipality against its mandate, predetermined objectives, outputs, indicators and targets 
as required by section 68 of the MFMA. 


X 

18. 

There is a functioning performance management system and performance bonuses are only 
paid after proper assessment and approval by those charged vwth governance. 

X 



Overall reflections on the governance framework based on other key governance 
requirements 


66. Numerous officials were appointed in acting positions for a significant portion of the year. This 
impacted the ability of the municipality to continue performing functions as there was little or 
no continuity. This resulted in documentation being lost or misfiled, as officials in acting 
positions were not aware of the actions of those who had previously held those positions. 

67. Political interference detrimentally affected oversight and hampered the implementation of key 
governance responsibilities. As a result the terms of reference of the audit committee could 
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not be finalised, a risk assessment could not be performed, and powers and responsibilities 
could not be delegated. 

68. The work of the consultants engaged to compile the financial statements was not adequately 
monitored to ensure that the annual financial statements were submitted to the Auditor- 
General as per the legislated deadlines. 

69. The audit committee did not function as intended, as the audit committee charter was not 
approved by the council and several functions of the audit committee were not performed 
during the financial year, as the internal audit section was not functional. The financial 
statements were also not reviewed by the audit committee. 

70. The accounting officer did not actively monitor the implementation of the SCOPA resolutions 
and the action plan to correct prior year audit findings, which resulted in matters previously 
reported regarding the audit committee, internal audit and irregular expenditure not being 
addressed. 

71 . The head of the internal audit unit did not implement an action plan, and did not perform any 
internal audits during the year due to interference by the accounting officer. As a result, 
several deficiencies in the internal controls regarding financial and risk management and non- 
compliance with laws and regulations were not addressed, since deficiencies were not 
reported to management, and follow-up audits were not performed to monitor whether 
management took adequate action to address deficiencies in internal control. 

72. The non-compliance with laws and regulatory requirements is a result of the accounting officer 
failing to implement adequate policies and procedures and to monitor the compliance with 
laws and regulations. 

Investigations 

73. As requested by the municipality, an investigation was conducted during the year under 
review concerning consultants that were possibly irregularly appointed by the former 
municipal manager. The investigation was still ongoing at the reporting date. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 


Report on performance Information 

74. I have reviewed the performance information as set out on pages xx to xx. 

The accounting officer’s responsibility for the performance information 

75. in terms of section 121(3)(c) of the MFMA, the annual report of a municipality must include 
the annual performance report of the municipality, prepared by the municipality in terms of 
section 46 of the MSA. 

The Auditor-Generahs responsibility 

76. I conducted my engagement in accordance with section 13 of the PAA read with General 
Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 2008 and section 
45 of the MSA. 

77. In terms of the foregoing my engagement included performing procedures of an audit nature 
to obtain sufficient appropriate evidence about the performance information and related 
systems, processes and procedures. The procedures selected depend on the auditor’s 
judgement. 
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78. I believe that the evidence I have obtained is sufficient and appropriate to provide a basis 
for the findings reported below. 

Findings on performance information 

Non-compliance with regulatory requirements 

Existence and functioning of a performance audit committee 

79. The Kopanong Local Municipality did not appoint and budget for a performance audit 
committee, nor was another audit committee utilised as the performance audit committee, as 
required by regulation 14(2) of the Municipal Planning and Performance Management 
Regulations, 2001. 

No service delivery and budget implementation plan 

80. The accounting officer did not submit to the mayor a draft service delivery and budget 
implementation plan (SDBIP) for the budget year within 1 4 days after approval of the annual 
budget as required by section 69(3)(a) of the MFMA. The municipality’s SDBIP was thus not 
approved by the mayor within 28 days after approval of the budget as required by section 
53(1)(c)(ii) of the MFMA. 

Lack of adoption or implementation of a performance management system 

81. The municipal manager did not ensure that the municipality has and maintains an effective, 
efficient and transparent system of internal controls regarding performance management, 
which describe and represent how the institution's processes of performance planning, 
monitoring, measurement, review and reporting will be conducted, organised and managed, 
as required in terms of section 38 of the MSA. 

Content of the integrated development plan 

82. The integrated development plan (IDP) of the Kopanong Local Municipality did not include 
the key performance indicators and performance targets determined in terms of its 
performance management system, as required by sections 26(i) and41(1)(b) of the MSA 
and regulation 12 of the Municipal Planning and Performance Management Regulations, 
2001 . 

No mid-year budget and performance assessments 

83. I could not be provided with evidence that the report by the accounting officer on mid-year 
budget and performance assessments was submitted to the mayor and Provincial Treasury, 
as required by section 72 of the MFMA. 

Performance results of the previous year not disclosed 

84. A comparison between the current and previous year’s performance was not included in the 
annual performance report, as required by section 46(1)(a) of the MSA. 

Measures to improve performance not disclosed 

85. The measures implemented to improve the performance of the municipality were not 
disclosed in the annual report, as required by section 46(1)(c) of the MSA. 

86. The Kopanong Local Municipality did not comply with regulatory requirements regarding 
performance information due to the fact that there were no personnel in certain key positions 
during the year under review to attend to the requirements and senior staff did not effectively 
monitor the compliance with regulatory requirements. 
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Usefulness and reliability of reported performance information 

87. The following criteria were used to assess the usefulness and reliability of the information 
on the municipality’s performance with respect to the objectives in its IDP: 

• Consistency: Has the municipality reported on its performance with regard to its 
objectives, indicators and targets in its approved IDP? 

• Relevance: Is the performance information as reflected in the indicators and targets 
clearly linked to the predetermined objectives and mandate? is this specific and 
measurable, and is the time period or deadline for delivery specified? 

• Reliability: Can the reported perfonnance information be traced back to the source data 
or documentation and is the reported performance information accurate and complete in 
relation to the source data or documentation? 

The following findings relate to the above criteria: 

Inconsistently reported performance Information 

88. The Kopanong Local Municipality did not report consistently on its performance information 
with regard to the development priorities as per the approved IDP. The inconsistencies can 
be attributed to the lack fact that the municipal manager did not implement effective and 
efficient controls regarding the reporting of performance information. 

Reported performance information not reliable 

Lack of source documentation 

89. Sufficient appropriate audit evidence in relation to the reported performance information of 
the water, electricity and roads, streets and storm water programmes could not be obtained, 
as the relevant source documentation could not be provided for audit purposes. 

Source information not accurate and complete 

90. The source information or evidence provided to support the reported performance 
information with regard to the water and parks and recreation programmes did not 
adequately support the accuracy and completeness of the facts. 

91 . Service delivery and performance measurement were not adequately monitored and 
supervised by senior management. No oversight was performed to ensure that the systems 
in respect of performance information were effective and that performance information 
reports were reliable and complete. 
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APPRECIATION 

92. The assistance rendered by the staff of the Kopanong Local Municipality during the audit is 
sincerely appreciated. 


Bloemfontein 


8 December 2009 



AUDITOR-GENERAL 
SOUTH AFRICA 

Auditing to build public confidence 
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